REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL LEGISLATURE 
AND THE COUNCIL ON SEKHUKhUNE DISTRICT MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 

introducilon 

1 . I v/as engaged to audit the financial statements of the Sekhukhune District Municipality, 
v4iich comprise the statement of financial position as at 30 June 2012, the statements of 
financial performance, changes in net assets and cash flows for the year then ended, and a 
summary of significant accounting policies and other explanatory Information, and the 
accounting authority’s report, as set out on pages XXX to XXX, 

Accounting Officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal Finance 
Management Act of South Africa, 2003 (Axt No. 56 of 2003) (MFMA), Division of Revenue 
Act, 201 1 (Act No. 6 of 2011) (DoRA) and for such interna! control as the accounting officer 
determines is necessary to enable the preparation of financial statements that are free from 
material misstatement, whether due to fraud or error, 

Auditor-General’s responsibitity 

3. My responsibility is to express an opinion on the financial statements based on conducting 
the audit in accord a nc-e with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA), the General Notice issued in terms thereof and International Standards on Auditing. 
Because of the matters described in the Basis far disclaimer of opinion paragraphs, I was 
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Commitments 

4. included in commitments of R416 755 179 as disclosed in note 33 to the financial 
statements is R24 110 654 for which no supporting documentation could be provided. The 
municipality’s records did not permit the application of alternative audit procedures. 
Consequently, I was unable to determine whether any adjustments to commitments were 
necessary. 

General expenditure 

5. Included in general expenditure of R167 012 250 as disclosed in note 22 to the financial 
statements, are payments amounting to R5 349 01 3 accounted for in the current financial 
year that related to the 2010-1 1 financial year. Consequently general expenditure is 
overstated by R5 349 013 and surplus for the period is understated by the same amount. 

6. I was unable to obtain sufficient appropriate audit evidence for the restatement in the 
corresponding figure of genera! expenditure. As described in note 22 to the financial 
statements, the restatement of R22 252 342 was made in order to rectify a prior year 
misstatement. I was unable to confirm the restatement by alternative means. Consequently, 
I was unable to determine wtieiher any adjustments to the general expenditure 
corresponding figure v^ere necessary. 




Property, pisntand equipment 

?. Induded in property, plant and equipment of R3 418 051 670 as disclosed in note 3 to the 
financial statements, is an amount or R3 007 852 235 relating to opening balances for which 
no supporting documentation could be provided. The municipality's records did not permit 
the application of alternative audit procedures. Consequently, I was unable to deiemiine 
whether any adjustments to the property, plant and equipment In the financial statements 
were necessary, 

8. The municipality could not provide suffEcient appropriate audit evidence to support work in 
progress of R9 878 412 (2011; R1 458 871). Consequently I did not obtain sufficient 
appropriate audit evidence to satisfy myseEf as to the valuation, existence and class if! cation 
of projects in progress of R9 878 412 (2011: R1 458 871). 

9. The municipality did not unbundle the infrastructure assets slated at R1 5 257 307 in 
accordance with SA Standards of GRAP 17, Property, pteot and equipment. Consequently, I 
‘was unable to determine whether any adjustments to the property, plant and equipment in 
the financial statements were necessary. 

10. The municipality did not reviev/ihe residual values and useful lives of property, plant and 
equipment at each reporting date in accordance with SA Standards of GRAP 17, Property, 
plant and equipment The municipality's records did not permit the application of alternative 
audit procedures. Consequently, the impact on the carrying value of property, plant and 
equipment and the corresponding effect on accumulated surplus in temis of SA Standards 
of GRAP 3, Accounting policies, changes in accounting estimates and errors as disclosed in 
the statement of financial position could not be determined. 

1 1 . Roads and stomn water assets of R836 580 893, as disclosed in note 3 to the financial 
statements, does not agree to the balance of R1 300 190 473 per the fixed asset register. 
The municipality did not reconcile the difference of R463 609 580 beUveen the financial 
statements and the underlying records. Consequently, depreciation is understated and the 
surplus for the year is overstated by R463 603 580. 

12. S A Standards of GRAP 17, Propeh>^ plant and equipment requires that subsequent to Initial 
recognition at cost, an item of property, plant and equipment should be carried at cost less 
accumulated depreciation less accumulated impairment losses. The municipality did not 
calculate or consider impairment losses on its infrastructure assets. Consequently, I was 
unable to determine whether any adjustments to the property, plant and equipment in the 
financial statements were necessary. 

Depreciation 

1 3. Depreciation slated at R62 269 407, as disclosed in note 28 to the financial statements, 
does not agree to the balance of R63 792 882 per the fixed asset register. The municipality 
did not reconcile the difference of R6 523 475 bst^veen the financial statements and the 
underlying records. Consequently, depreciation is understated and the surplus for the year 
is overstated by R6 523 475. 

Trade payables 

14. The municipality could not provide sufficient appropriate audit evidence to substantiate trade 
payables amounting to R81 876 358 and as disclosed in note 17 to the financial statement. 
There was no system of control to reconcile the supplier statemenls v,'ith the payments 
made. The municipality's records did not permit the appiication of aiternative audit 



procedures regarding 
v/heiher any adjtjsln^e 


the irada payables account. Consequaniiy, ! was unable xo deiermrse 
nls to tile trade payables in the financial statements v/sre necessary. 


Irregular eKpenditure 

15. No system was in place for the iderstification and recognition of irregular expenditure and 
there were no satisfactory altern stive audit procedures that I could perform to obtain 
reasonable assurance that all irregular expenditure was properly recorded. Payments 
amounting to R62 743 432 were made in contravention of the supply chain management 
regulations. The amount was not included in Irregular expenditure, disclosed in note 40 to 
the financial statenrients. Furthermore, the municipatity could not provide sufficient 
appropriate audit evidence to prove that the allocation of contracts amounting to 

R26 220 687 were awarded in accordance with supply chain management regulations. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy myself 
as to the connpieteness of irregular expenditure as disclosed in note 40 to the financial 
statements amounting to R63 144 022 (2012} and R215 878 250 (201 1), 

Value Added Tax (VAT) 

16. The municipality entered into an agency agreement with its local municipalities for the 
provision of water sen/ices. As the principal, the municipality has not accounted for VAT on 
the water transactions in contravention with the VAT act. The municipality did not account 
for input tax on \\\e agency fees for the services rendered in contravention with VAT act. 

17. Furthermore no supporting documentation could be provided for VAT accruals of 
R15 126 700. The municipality’s records did not permit the application of alternative 
procedures regarding the VAT disclosed in the financial statements. Consequently, I ‘was 
unable to determine the correct amount of the VAT receivable balance of R32 063 61 7 
(2012) and R105 094 421 (2011) as disclosed in note 10 to the financial statements. 

Presentation and disclosure of financial statements 

IS, SA Standards of GRAP 1, Presentation of financial statements, paragraph 19 (b) and (c) 
requires that financial statements should provide information, including accounting policies, 
presented in a manner which is relevant, reliable, comparable and understandable. In 
addition, additional disclosures should be made v/hen compliance with the specific 
requirements in SA Standards of GRAP are insufficient to enable users to understand the 
impact of particular transactions, other events and conditions on the entity's financial 
position and financial performance. The following non compliances ware identihed; 

e Budget information as required by SA Standards of GRAP 1 has been disclosed in 
Appersdix El to the financial statements, no reference has been made of this in a note 
to the financial statements as required by SA Standards of GRAP. 

e Councillors remuneration has not been disclosed in terms of section 1 24(1 )(a) and (b) 
of the ViFf^lA. 

3 Financial risk management as required by IAS 32, Financisf insirmnents: Disclosure 
and piesentation was not disclosed in the annua! financial statements. 

Distribution tosses 

19. Section 125 {2)(d)(i) of the MFMA requires that the notes to the annual financial 

statements of a mursicipality must disclose the particulars of any materia! losses. Contrary 
to these requirements, the municipality did not disclose the water distribution losses as 
required by the tvlFM-A. 



Disclarmer qi opinion 

20. Because of the signtficance of the matters ctescrihed in the Basis for disclaimer of opinion 
paragraphs, I have not been abie to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, i do not express an opinion on the financial 
statements. 


Emphasis of matters 

21. 1 draw attention to the matters balow. My opinion is not modified in respect of these matters 

RestatemenI; of corresponding figures 

22. As disclosed in note 36 to the financial statements, the corresponding hgures for 

30 June 2011 have been restated as a result of an error discovered during 2012 in the 
financial statements of the Sekhukhune District Municipality at, and for the year ended, 

30 June 2011. 

Material impairments 

23. As disclosed in note 26 to the financial statements, material irripairmenls to the amount of 
R1 1 632 3^0 were incurred as a result of impairment of irrecoverable trade debtors. 

Additional matter 

24. 1 draw attention to the matter belov^. My opinion is not modified in respect of this matter: 

Unaudited supplementary schedules 

25. The supplementary information set out on pages X to X does not form part of the financial 
statements and is presented as additional information, t have not audited these schedules 
and, accordingly, i do not express an opinion thereon. 

Planned targets not achieved 

26. Of the total number of planned targets, 170 targets were not achieved during the year under 
review. This represents 79% of total planned targets that were not achieved during the year 
LEnder review. This v;as mainly due to the fact that targets v/ere planned for during the 
strategic planning process before the required funds were secured. 

REPORT OTHER LEGAL AND REGULATORY REQUIREMENTS 

27. In accordance with the PAA and the General Notice issued in terms thereof. I report the 
fol levying findings relevant to performance against predetemnined objectives, compliance 
with laws and regulations and interna! control, but not for the purpose of expressing an 
opinion 

Predetermined objeclives 

28. 1 penomied procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set cut on pages XX to XX of the annual 
report. 

29. The reported perforEnance against predetermined objectives was evaluated against the 
overall criteria of usefulness and reliability. The usefulness of infomnation in the annual 
performance report relates to whettrer if is presented in accordance ^vith the National 
Treasury annual reporting principles and whether the reported performance is consistent 
with the planned developinerEt priorities. The usefuirsess of inTormation further relates to 



whether indicators and targets are measurable {Le. well defined, verifiabts, specific, 
measurable and time bound) and relevant as required by the Nations! Treasufy Framework 
for managing programme perfonnarice /f7fom?a(/on (FMPPi). 

The reliability of the inforiration in respect of the selected development priorities is 
assessed to determine whether it adequately reflects the facts (i.e. whether it is valid, 
accurate and complete). 


30. i he material findings are as follows 


Usefulness of infonriation 
Presentation 

Measures taken to improve performance not disclosed 

31. Improvement measures in the annual performance report for a total of 100% of the planned 
targets not achieved were not disclosed as required by section d6 of the Municipal Systems 
Act (MSA). These targets related to the development priorities on access to basic services 
and infrastructure development, community development and social cohesion, and 
economic grovrth, development and job creation, effective, accountable and clean 
government, active community participation and intergovernmental co-operation, and the 
spatial development and sustainable land use. This was due to inadequate monitoring done 
to identify the root causes of the under- perform a nee. 

Consistency 

Reported objectives, indicators and targets not consistent with planned objectives, 
indicators and targets 

32. The MSA, section 41(c) requires that the actual achievements against all planned indicators 
and targets must be reported annually. The annual performance report submitted for audit 
purposes did not include the actual performance of 100% of the reported objectives, 43% of 
the related performance indicators and 40% of the related performance targets specified in 
the integrated development plan for the year under reviev^. This was due to lack of or limited 
information systems recording and documenting of actual achievements against targets. 
This is the result of management not having properly reviev^ed the reported objectives, 
indicators and targets to ensure that they are consistent with the integrated development 
plan. 

Measurability 

Performance indicators are not well defined 

33. The National Treasury's FMPPI requires that perfomnance indicators should have clear and 
unambiguous data definitions so that data can be collected consistently and is easy to 
understand and use. A total of 61% of performance indicators for the development priorities 
on access to basic services and infrastructure development, community development and 
social cohesion, and economic grovrth, development and job creation were not well defined 
in that clear, unambiguous data definitions y.fere not available to allow for data to be 
collected consistently. This was due to the fact that management v./as avjare of the 
requirements of the FMPPI but did not receive the necessary training to enable application 
of the principles 



Reliability of information 

Reported penormance not valid 

34, The National Treasury's FfViPPi requires that processes and systems which produce the 
Indicator should be verifiable. A total of 60% of ttis actual reported performance relevant to 
the selected objectives on access to basic services and infrastructure development, 
community development and social cohesion, and economic growUi, development and job 
creation were not valid or differed materially when compared to the source information 
and/or evidence provided. This v/as due to a lack of standard operating procedures for the 
recording of actual achievements and proper monitoring of performance. 

Reported performance not accurate 

35, The FMPPI requires that the indicator be accurate enough for its intended use and respond 
to changes in the level of performance. A total of 60% of the actual reported performance 
relevant to the selected objectives on access to basic services and infrastructure 
development, community development and social cohesion, and economic grov,rth, 
development and job creation were not accurate when compared to source information. This 
was due to a lack of standard operating procedures for the recording of actual achievements 
and proper monitoring of performance. 

Compliance with laws and regulations 

3G. ! performed procedures to obtain evidence that the entity has complied with applicable laws 
and regulations regarding financial matters, financial management and other related 
matters. My findings on materia! non-comp fiance with specific matters in key applicable laws 
and reguiations as set out in the General Notice issued in terms of the PAA are as foltows: 

Strategic planning and performance management 

37, The parent municipality v;ilh sote control of a municipal entihy did not ensure that annual 
performance objectives and indicators for the municipal entity are established by agreement 
with the municipal entity as required by section 93B(a) of the MSA, 

38, The municipality did not 

e set appropriate key performance indicators as a yardstick for measuring perfomiance, 
including outcomes and impact, vrilh regard to the municipality's development priorities 
and objectives set out in its integrated development plan , 

a set measurable performance targets with regard to each development priority /objective 
and monitor penormance, with regard to each of those development priorities and 
objectives and against the key perfomnance indicators and targets set 

a measure and revlev/ penormance at least once per year, with regard to each of those 
development priorities and objectives and against the key penormance indicators and 
targets set 

^ take steps to improve performance with regard to those development priorities and 
objectives where performance targets are not met as required by section 41 of the MSA. 



Annual financsal statemenis, performance and annua! report 

39. The financial statements submitted for auditing were not prepared in all material respects in 
accordance vmh the requirements of section 122 of the MFtvIA. 

40. Material misstatements of non-current assets, current assets, liabilities, revenue, 
expenditure, and disclosure items identified by the auditors in the submitted financial 
statements were subsequently corrected and the supporting records were provided 
subsequently, but the uncorrected material misstatements and supporting records that could 
not be provided resulted in the financial statements receiving a disclaimer audit opinion. 

4 ^. The accounting officer did not submit the financial statements for auditing within two months 
after the end of the Hnancial year, as required by section 1 26(1)(a) of the MFMA. 

42. The annual penomiance report for the year under review does not include a comparison of 
the perfomnance with set targets and a comparison v/ith the previous financial year 
measures taken to improve performance, as required by section 46 0)(^)n (b)and (c) of the 
MSA. 

Procurement and contract management 

43. Sufficient appropriate audit evidence could not be obtained that goods and services with a 
transaction value of below R200 000 were procured by means of obtaining the required 
price quotations, as required by Supply Chain Management (SCM) regulation 17(a) and (c) 

44. Invitations for competitive bidding were not aKvays advertised fora required minimunn period 
of 14 days, as required by SCM regulation 22(1) and 22(2). 

45. Sufficient appropriate audit evidence could not be obtained that bids v^ere evaluated by bid 
evaluation committees v/hich v/ere composed of officials from the departments requiring the 
goods or services and at least one SCM practitioner of the municipality as required by SCM 
regulation 2B{2). 

46. Sufficient appropriate audit evidence coufd not be obtained that contracts and quotations 
were awarded to bidders based on points given for criteria that were stipulated in the original 
invitation for bidding and quotations, as required by SCM regulations 21(b) and 28(1 )(a) and 
Preferential Procurement Regulations. 

47. Construction projects v/ere not always registered with the Construction Industry 
Development Board (CIDB), as required by section 22 of the CID3 Act and CIDB regulation 
IS. 

48. Contracts were awarded to bidders who did not submit a declaration on whether they are 
employed by the state or connected to any person en^ployed by the state, as required by 
SCM regulation 13(c). 

49. Awards were made to providers who are persons in seArice of other state institutions, in 
contravention of SCM regulation 44. Similar awards were identified in the prior year and no 
effective steps v/ere taken to prevent or combat the abuse of the SCM process in 
accordance with SCM regulation 38(1). 

Expenditure management 

50. Sufficient appropriate audit evidence could not be obtained that money ov4ng by the 
municipality had always been paid within 30 days of receiving an invoice or statement, as 
required by section 65(2)(e) of the MFMA. 



51 . The acGouniing onicer did not take effectiys step3 to prevent unauthorised expenditure, 
irregular expenditure and fruitless and wasteful expenditure, as required by section 62{1)(d) 
of iher^FfvlA 

52. An adequate management, accounting and information system was not in place which 
recognised expenditure when it was incurred, accourtted for creditors and accounted for 
payments made, as required by section 65(2) [b) of the MFhAA. 

Asset management 

53. An adequate management, accounting and irLTonriatlon system which accounts for assets 
was not in place, as required by section 63(2) (a) of the MF^IA. 

54. An effective system of internal coritrol for assets was not in place, as required by section 
63(2){c) of the MFMA. 

Liability management 

55. An effective system of internal control for liabilities (including a liability register) v/as not in 
place, as required by section 63{2)(c) of the MFMA. 

INTERNAL CONTROL 

56. 1 considered internal control relevant to my audit of the financial statements, annual 

performance report and compliance with law's and regulations, i he matters reported below 
under the fundamentals of internal control are limited to the significant deficiencies that 
resulted in findings on the annual performance report and the findings on compliance with 
laws and regulations included in this report. . 

Leadership 

o The accounting officer did not exercise oversight responsibility over compliance with 
laws and regulations and reporting on predetemiinsd objectives and the enforcement of 
supply chain management regulations. 

* The accounting officer did not establish an IT governance framework that supports and 
enables service delivery. 

e Management did not implement effective HR management to ensure that adequate and 
sufficiently skilled resources are in place and that performance is monitored. 

Financial and performance management 

* The accounting officer did not implement proper record keeping in a timely manner to 
ensure that complete, relevant and accurate information is accessible and available to 
support financial and pen'ormance reporting. 

« The accounting officer did not implement adequate controls over daily and monthly 
processing and reconciling of transactions. 

s The accounting officer did not prepare regular, accurate and complete financial reports 
that are supported and evidenced by reliable information. 

Management did not design and implement formal controls over IT systems to ensure 
the reliability of the systems and the availability, accuracy and protection of Infoimatlon. 



e Standard operatiag procedures for penormance Inlormation are not comprehensivefy 
documented. 

Governance 

® Management ineffeotiveness in implementing recommendations from internal and 
external audit did not enable the audit committee to promote accountability and service 
delivery through evaluating and monitoring responses to risks and providing oversight 
over the effectiveness of the internal control envirortnienk including financial artd 
performance reporting and compliance with lav^s and regulations. 


OTHER REPORTS 
Investigations 

57. An investigation is being conducted to probe possible supply chain management 

irregularities. The investigation aims to establish whether the supply chain management 
process has been implemented in terms of the prescribed supply chain management 
process. The investigation was still ongoing at the reporting date. 


1 March 2013 


Polokv^ane 



